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>FOR ALL EMPLOYEES

National Bankshares, Inc. has determined that its conservative compensation policies and practices for all employees
are unlikely to create risks that are reasonably likely to have a materially adverse effect on the Company. Substantially
all of the compensation paid to the Company’s employees is in the form of salary. The only exception to this rule are
the bonus payments that are a part of Mr. Rakes’ compensation package, which is discussed in “Compensation
Discussion and Analysis” above, and a small percentage of incentive compensation paid by NBFS. While Mr. Rakes’
annual bonus is a large component of his compensation, the Board believes that the historical performance of the
Company during Mr. Rakes’ tenure while the bonus program has been in effect reflects that the bonus plan, as
implemented by the Board, has not and is not likely to create risks that are reasonably likely to harm the Company.
Rather, this compensation element has proven to be beneficial in enhancing the Company’s success. The Company
utilizes a formal salary administration structure that limits annual salary increases to predetermined percentages within
salary ranges that are established for each position.

NOMINATING COMMITTEE

National Bankshares, Inc. has a standing Nominating Committee that was chaired by Dr. Miller in 2012.  Mr. Peery,
Mr. Reynolds and Dr. Shuler served on the Committee. Each of these directors is independent. The Nominating
Committee’s sole function is to review and recommend nominees for the Board of Directors. A current copy of the
Committee’s Charter is available on the Company’s web site at www.nationalbankshares.com. The Nominating
Committee does not have a specific policy with regard to the consideration of any director candidates recommended
by stockholders, because the Committee will evaluate all candidates for directors using the same criteria, regardless of
the source of the referral. Stockholders wishing to refer director candidates to the Nominating Committee should do so
in writing mailed by first class mail to the Committee, c/o National Bankshares, Inc., P. O. Box 90002, Blacksburg,
VA 24062-9002.

In considering candidates for director, the Nominating Committee seeks individuals who meet the following minimum
criteria that are set forth in the Committee’s Charter. The candidate must be an individual of the highest character and
integrity. He or she must be able to work well with others and must be free of any conflict of interest that would
violate law or regulation or interfere with the proper performance of a director’s responsibilities. The candidate should
be willing to devote sufficient time to the business of the Board. Finally, he or she should have the capacity to
represent the best interests of the stockholders as a whole in a balanced way. The Nominating Committee insures that
the Board of Directors will have a sufficient number of independent directors to fill all Board and Committee

positions that require independent directors. In addition, the Nominating Committee seeks directors who have good
business experience as well as directors who have experience in academia and public service. The Committee looks
for directors who are knowledgeable about and who reside in the locations in which the Company and its subsidiaries
do business and who have the ability and willingness to refer new business to the Company. While there is no formal
policy
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regarding consideration of diversity in identifying director nominees, the Nominating Committee seeks candidates

who reflect the Company’s belief that gender and ethnic diversity provide additional perspectives that are helpful to the
Board of Directors. As a result, the Nominating Committee considers the additional diversity a candidate may add to

the overall membership mix of the Board to be a positive factor in the selection of a nominee. The Board believes that

its policy of seeking diverse Directors has been moderately successful.

The Nominating Committee actively solicits the names of potential Board candidates from the directors and officers

of Bankshares and, as stated here, will consider candidates suggested by stockholders. Information about potential

candidates is sought from diverse sources, and the Nominating Committee compares the experience, expertise and

personal qualities of the potential candidates with the experience, expertise, and personal qualities that are identified

as being desirable for the Board of Directors at any given time.

AUDIT COMMITTEE REPORT

The Audit Committee has a charter that was last amended on February 11, 2004. The Charter reflects standards set
forth in Securities and Exchange Commission regulations and NASDAQ Stock Market Listing Rules, and it is posted
on the Company’s web site at www.nationalbankshares.com.

The Audit Committee monitors the integrity of the Bankshares financial reporting process and its systems of internal
controls concerning finance, accounting and legal compliance. Each of the Audit Committee members satisfies the
definition of an independent director as established in the listing standards for the NASDAQ Stock Market. Although
each member of the Audit Committee has extensive business experience, the Committee has identified Dr. Lewis as
the financial expert, because he has a background which involves financial oversight responsibilities. Dr. Lewis
currently oversees the preparation of financial statements in his role as President of New River Community College.
He previously served as the College’s Chief Financial Officer.

In discharging its oversight responsibility with regard to the audit process, the Audit Committee has reviewed and
discussed the audited consolidated financial statements with management, discussed with the independent auditors
Yount, Hyde & Barbour the matters to be discussed by Statement of Auditing Standards No. 61 (Communication with
Audit Committees), received communications from the auditors as to their independence required by Independence
Standards Board Standard No. 1 and discussed with them their independence.

Based upon its review and discussions with management and Yount, Hyde & Barbour, the Audit Committee
recommended to the Board of Directors that the audited consolidated financial statements be included in Bankshares
Annual Report on Form 10-K for the year ended December 31, 2012, to be filed with the Securities and Exchange
Commission.

The following fees were paid to Yount, Hyde & Barbour, P.C., Certified Public Accountants & Management
Consultants, for services provided to Bankshares for the years ended December 31, 2012 and December 31, 2011. The
Audit Committee determined that the provision of non-audit services by Yount, Hyde & Barbour did not compromise
the firm’s ability to maintain its independence.

Principal Accounting Fees and Services

2012 2011
Fees ($) Percentage Fees ($) Percentage
Audit fees 112,000 77% 108,750 77%
Audit-related fees 26,250 18% 24,950 18%
Tax fees 7,750 5% 7,500 5%
146,000 100% 141,200 100%



Edgar Filing: - Form

Audit fees: Audit and review services and review of documents filed with the SEC.

Audit-related fees: Employee benefit plan audits and consultation concerning financial accounting and reporting
standards.

Tax fees: Preparation of federal and state tax returns, review of quarterly estimated tax payments and consultation
concerning tax compliance issues.

The Audit Committee meets and specifically approves in advance the provision of all services of Yount, Hyde &
Barbour, P.C.

Members of the Audit Committee: Dr. Lewis, Chairman, Mr. Ball, Mr. Bowling (until May 2012), Dr. Dooley (since
November 2012), and Mr. Green.
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EXPENSES OF SOLICITATION

The cost of solicitation of proxies will be borne by Bankshares. In addition to solicitations by mail, directors, officers
and regular employees of NBI, NBB and NBFS may solicit proxies personally or by telephone, telegraph, facsimile,
or other electronic means without additional compensation. It is contemplated that brokerage houses and nominees
will be requested to forward proxy solicitation material to the beneficial owners of the stock held of record by such
persons, and Bankshares may reimburse them for their charges and expenses in this connection.

2014 STOCKHOLDER PROPOSALS

In order to be considered for inclusion in the proxy materials of Bankshares for the 2014 Annual Meeting of
Stockholders, a stockholder proposal intended to be presented at the Meeting must be delivered to Bankshares’
headquarters at 101 Hubbard Street, Blacksburg, Virginia, 24060, or received by mail at P.O. Box 90002, Blacksburg,
Virginia 24062-9002, no later than November 7, 2013. Bankshares’ bylaws provide that a stockholder must give timely
advance notice in writing to the President, James G. Rakes, in order to bring business before an Annual Meeting of
Stockholders. To bring business before the 2014 Annual Meeting, a stockholder notice must be delivered to 101
Hubbard Street, Blacksburg, 24060, or received by mail at P.O. Box 90002, Blacksburg, Virginia 24062-9002 no
sooner than January 8, 2014 and no later than February 7, 2014.

OTHER BUSINESS

All properly executed proxies received by Bankshares will be voted at the Annual Meeting following the instructions
contained in the proxies.

The Board of Directors does not know of any other matters to be presented for action at the Annual Meeting other
than those listed in the Notice of Meeting and referred to in this Proxy Statement. The enclosed proxy does, however,
give authority to the persons named in the proxy to use their discretion to vote on any other matters that may properly

come before the meeting, and it is the intention of the persons named in the proxy to use their judgment if they are
called upon to vote on any matter of this type.

BY ORDER OF THE BOARD OF DIRECTORS
Bryson J. Hunter

Secretary and Counsel

Blacksburg, Virginia

March 8, 2013

A COPY OF BANKSHARES’ ANNUAL REPORT ON FORM 10-K AS FILED WITH THE SECURITIES AND
EXCHANGE COMMISSION WILL BE FURNISHED WITHOUT CHARGE TO STOCKHOLDERS AS OF THE
RECORD DATE UPON WRITTEN REQUEST TO: BRYSON J. HUNTER, SECRETARY AND
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COUNSEL, NATIONAL BANKSHARES, INC., P.O. BOX 90002, BLACKSBURG, VIRGINIA 24062-9002.
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NATIONAL BANKSHARES, INC. THIS PROXY IS SOLICITED ON BEHALF

101 Hubbard Street OF THE BOARD OF DIRECTORS
Blacksburg, VA 24060 The undersigned hereby appoints Lindsay
P.O. Box 90002 Coleman, of Blacksburg, Virginia and William
Blacksburg, VA 24062-9002 T. Peery of Tazewell, Virginia, or each of
them, as Proxies, each with the power to
PROXY appoint his substitute, and hereby authorizes

them to represent and to vote as designated
below, all the shares of Common Stock of
National Bankshares, Inc. held of record by the
undersigned on February 20, 2013, at the
Annual Meeting of Stockholders to be held on
April 9, 2013, or at any adjournments thereof.

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED
The Board of Directors recommends you vote FOR the following:

To withhold authority to vote for any individual nominee (s), mark “For All Except” and write the name (s) of the
nominees (s) on the line below.

Vote on Directors FOR WITHHOLD FOR ALL

ALL ALL EXCEPT
1. Election of Directors o 0 0
Nominees:

01) John E. Dooley
02) Jack M. Lewis
03) James G. Rakes

The Board of Directors recommends you vote (i) FOR the non-binding advisory vote to approve the compensation of
our named executive officers; and (ii); FOR the ratification of the appointment of Yount, Hyde, & Barbour, P.C. as
the Company’s independent registered public accounting firm for the fiscal year ending December 31, 2013.

Vote on Proposals FOR AGAINST ABSTAIN
2. Cast a non-binding advisory vote to approve the 0 o 0
compensation of our named executive officers.

3. Ratification of the appointment of Yount, Hyde & 0 o 0
Barbour P.C. as the Company’s independent

registered public accounting firm for the fiscal year

ending December 31, 2013.

When properly executed, this proxy will be voted in the manner directed by the undersigned stockholder. If no
direction is made the proxy will be voted “for” Proposals 1, 2, and 3 as set forth above.

Please sign exactly as your name appears below. Joint owners should each sign personally. When signing as attorney,
executor, trustee, guardian or other fiduciary, please give full title as such. If a corporation or partnership, please sign
in full corporate or partnership name, by authorized officer.
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Signature Date Signature if held Date
jointly

PLEASE MARK, SIGN, DATE AND RETURN THE PROXY PROMPTLY USING
THE ENCLOSED POSTAGE-PAID ENVELOPE.
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